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DEPARTMENT OF SOCIAL SERVICES
STATE OF LOUISIANA
Baton Rouge, Louisiana

As part of our audit of the State of Louisiana’s financial statements for the year ended June 30,
2002, we considered the Department of Social Services’ internal control over financial reporting
and over compliance with requirements that could have a direct and material effect on a major
federal program; we examined evidence supporting certain accounts and balances material to
the State of Louisiana’s financial statements; and we tested the department’s compliance with
laws and regulations that could have a direct and material effect on the State of Louisiana’s
financial statements and major federal programs as required by Government Auditing Standards
and U.S. Office of Management and Budget (OMB) Circular A-133.

The Annual Fiscal Reports of the Department of Social Services are not audited or reviewed by
us, and, accordingly, we do not express an opinion on these reports.  The department’s
accounts are an integral part of the State of Louisiana’s financial statements, upon which the
Louisiana Legislative Auditor expresses opinions.

In our prior management letter on the Department of Social Services for the year ended
June 30, 2001, we reported findings relating to insufficient controls over the Foster Care - Title
IV-E Program, compliance with federal and state requirements of the Child Care Cluster,
compliance with certain requirements of the Temporary Assistance to Needy Families Program,
insufficient level of effort for administering the Social Security Administration - Disability
Insurance Program, insufficient reimbursements from child support collections, monitoring of
federal subrecipients and state contractors, child support escrow fund not reconciled, access to
electronic data processing applications not properly restricted, and control weaknesses in the
LaCarte Purchasing Card Program.  The findings concerning compliance with federal and state
requirements of the Child Care Cluster, insufficient level of effort for administering the Social
Security Administration - Disability Insurance Program, access to electronic data processing
applications not properly restricted, and control weaknesses in the LaCarte Purchasing Card
Program have been resolved by management, although fraud in the LaCarte Purchasing Card
Program is reported on page 7.  The remaining findings have not been resolved and are
addressed again in this report.

Based on the application of the procedures referred to previously, all significant findings are
included in this letter for management’s consideration.  All findings included in this management
letter that are required to be reported by Government Auditing Standards will also be included in
the State of Louisiana’s Single Audit Report for the year ended June 30, 2002.
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Foster Care - Title IV-E Program:  Insufficient
  Controls Over Program Administration

For the second consecutive year, the Department of Social Services (DSS), Office of
Community Services, does not have adequate internal control procedures to ensure
compliance with certain grant regulations in the administration of the Foster Care - Title
IV-E (CFDA 93.658) program.  OMB Circular A-133, Subpart C, Section 300(b) requires
states to establish internal control over federally funded programs to provide reasonable
assurance that the state is managing federal awards in compliance with laws,
regulations, and the provisions of contracts or grant agreements.

Eligibility

A review of 30 case files of foster care children disclosed that two children (6.7%) were
determined to be ineligible.  One child was not eligible for a five-month period because
no permanency plan was prepared for that period pursuant to 45 CFR 1356.21(b)(2).
Without an adequate permanency plan the foster child is not eligible for the Foster
Care - Title IV-E program.  Questioned costs are $29,476 ($20,790 of federal funds and
$8,686 of state matching funds).  The second child was not eligible for a fifteen-month
period because she did not have an adequate permanency plan as determined by the
Fifteenth Judicial District Court.  Questioned costs are $108,862 ($76,593 of federal
funds and $32,269 of state matching funds).

Reporting

A review of the Title IV-E Foster Care and Adoption Assistance Financial Report (ACF-
IV-E-1) for the quarter ended June 30, 2002, disclosed the following:

•  DSS personnel prepared prior quarter adjustments increasing mainte-
nance payments by $961,000 for over 200 foster care children without
considering the social service cost within those expenditures.  A review of
two children, with expenditures totaling $66,252, disclosed $29,117 in
social service costs.  The likely questioned costs could be significant
based on the total adjustment amount.

•  In response to a prior year audit finding, DSS personnel prepared prior
quarter adjustments to adjusted social services cost relating to child
specific placements affecting federal fiscal years 1999 through 2002.
However, DSS personnel did not determine if prior deductions were made
for the same children.  As a result, the adjustment for social service costs,
which is over $800,000 for the four fiscal years, is overstated by an
unknown amount.
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•  In response to a prior year finding, DSS personnel prepared prior quarter
adjustments to correct the misclassification of legal expenditures that
were recorded as maintenance expenditures instead of administration
expenditures affecting federal fiscal years 1999 through 2002.  However,
because of a miscalculation, the adjustment was understated by $86,671,
which represents questioned cost.

•  DSS personnel use the Restrictive Facility IV-E and XX Adjustment
Report (TIM 4093 Report) to determine the amount of social service cost
to subtract from allowable expenditures.  However, percentages used to
calculate the unallowable cost amount are sometimes inaccurate or
missing, which may result in the Foster Care IV-E program being
over/under charged.

•  For May 2002, DSS personnel erroneously deducted Child Welfare
Services - State Grants social service cost instead of Foster Care IV-E
social service costs, which caused the current quarter expenditures to be
overstated by $138,298.

Allowable Cost

•  In response to a prior year finding, DSS obtained social service cost
percentages from each facility that housed children requiring specific
placement.  The percentages are used to calculate social service costs
that are deducted from program expenditures.  However, since the
department did not require the facilities to provide documentation
supporting the percentages, the reasonableness of the percentages could
not be determined.

•  For 27 (38%) of the 71 expenditure transactions tested, authorization
documentation was not properly signed or was missing.  While ten
transactions did not contain the required signatures, authorization
documentation for 17 transactions could not be provided.  Although audit
procedures verified that the costs were allowable, failure to obtain proper
approval and maintain authorization documentation increases the risk that
errors and/or fraud could occur and not be detected in a timely manner.

DSS has not placed sufficient emphasis on the preparation and review of financial
reports for completeness, accuracy, and compliance with program regulations.  Failure
to prepare and submit accurate financial reports increases the risk that future grant
payments and/or awards to the department will be based on erroneous information.  In
addition, DSS personnel did not follow established controls over eligibility and payment
authorization.  Noncompliance with federal program requirements may subject the
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department to penalties or disallowed cost.  As a result of the exceptions noted
previously, known questioned costs are $254,126.

Management should strengthen procedures relating to the preparation and review of
financial reports for completeness, accuracy, and compliance with program regulations.
In addition, management should ensure that employees follow established control
procedures to ensure adherence to federal regulations and program policies.
Management concurred in part with the finding and provided corrective action plans
relating to eligibility, reporting, and allowable cost.  Management noted that DSS
personnel did take the proper steps in adjusting social services cost relating to child
specific placements.  In addition, management noted that requesting the providers to
submit a detailed budget to assess the reasonableness of social services percentages
would be rejected by the providers and jeopardize the department’s ability to place
children with those providers (see Appendix A, pages 1-6).

Temporary Assistance for Needy Families Program:
   Noncompliance with Certain Federal and State Requirements

DSS, Office of Family Support (OFS), did not comply with certain federal and state
requirements for administering the Temporary Assistance for Needy Families (TANF,
CFDA 93.558).  OFS uses TANF funds to operate several programs, including the
Family Independence Temporary Assistance Program (FITAP), Family Independence
Work Program (FIND Work), and TANF Initiatives.

Audit procedures, which included tests of 30 FIND Work and TANF Initiatives contract
payments and 60 FITAP client case files, disclosed the following conditions:

FIND Work/TANF Initiatives

•  During fiscal year 2002, OFS paid approximately $48.3 million to 12
TANF Initiative partners (subrecipients).  OFS did not have monitoring
procedures established to ensure that the partners administered the
federal funds in compliance with federal requirements and/or the
requirements of the memorandums of understanding between DSS and
the partners.

•  OFS has paid two contractors $65,909 to provide transportation for FIND
Work participants.  One contractor was paid $2,091 per month for a
maximum of 90 participants.  However, from June 2001 to December
2002, the contractor averaged only five clients per month.  The second
contractor was paid $1,540 per month to deliver up to 15 participants.
However, from July 2001 to November 2002, the contractor averaged
only seven clients per month.  Because OMB Circular A-87 requires that
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federal program costs must be necessary and reasonable, payments of
$65,909 represent questioned costs.

•  A payment to DSS, Office of Community Services, was miscalculated and
TANF was overcharged.  Questioned costs are $706.

FITAP

•  For the third consecutive year, the department did not follow Louisiana
Revised Statute (R.S.) 46:231.6 and the TANF State Plan that provide a
family shall not be eligible for FITAP benefits if the parent has received
FITAP benefits for at least 24 of the past 60 months unless hardship or
other good cause exemption has been allowed.  In addition, 42 USCS
608 (a)(7) prohibits assistance for more than five years.  In seven of 60
cases (12%), clients exceeded the required 24-month limit on FITAP
benefits by five to 19 months, while one client exceeded the 60-month
limit by six months.  For these clients, no allowable exemption was
documented or the exemption was given in error.  Questioned costs are
$18,782.

•  For the fourth consecutive year, the department did not follow
requirements of state law and the TANF State Plan relative to school
attendance requirements.  R.S. 46:231.3 and the TANF State Plan
require clients to provide documentation as part of the recertification
process that any school age child receiving payments has not been
absent without cause from school for more than 15 days during the
previous six months.  Documentation in 11 case files did not exist or was
not sufficient to determine if this requirement was met.

•  For the fourth consecutive year, OFS failed to sufficiently document client
compliance with the mandatory work requirements for the FIND Work
program pursuant to 42 USCS 607.  In eight of 60 cases (13%), the case
file and department's database did not contain verification that the client
met the participation requirements and/or that the case manager verified
the hours worked.

•  For the second consecutive year, case files did not contain evidence that
parents under age 20 attended a parenting skills training class or were
exempt with good cause pursuant to R.S. 46:231.5 and the TANF State
Plan.  Four of 60 cases (7%) examined had insufficient documentation.

•  In five of 60 cases (8%), OFS failed to sufficiently document whether
each child in the assistance unit lives in the home of a parent or a
qualified relative pursuant to 42 USCS 608 (a)(1).  Case documentation
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for one client provided evidence that the child did not live in the home; as
a result, questioned costs are $4,820.

•  For the fourth consecutive year, documentation in the tested files was not
sufficient to verify the relationship of the caretaker to the minor child as
required by R.S. 46:231(3)(b) and the TANF State Plan.  Three of 60
cases (5%) examined had insufficient documentation.

•  One client received Post-FITAP benefits for nine months even though the
client was no longer employed.  According to DSS policy, G-150, an
individual must be employed to be eligible for Post-FITAP assistance.
Questioned costs are $840.

•  For the fourth consecutive year, certain client information in the
department's databases did not agree with, or was not supported by,
documentation in the client's case file.  Although the errors detected in 24
cases did not affect benefits, such errors could cause a client to
incorrectly receive or be denied benefits.

Audit procedures included a review of the TANF Maintenance of Effort (MOE)
requirements.  This review revealed that OFS entered into agreements with DSS, Office
of Community Services, and the Department of Education to identify the expenditures of
programs that meet the TANF MOE requirements and allow OFS to apply these
expenditures toward meeting the state MOE.  However, OFS does not verify that the
expenditures applied are allowable.  Inadequate monitoring could cause the state MOE
to include unallowable expenditures, which may result in penalties by the federal
government and a reduction in the federal grant.

Failure to establish and follow adequate internal control procedures to ensure
compliance with federal and state regulations can result in payments made to ineligible
clients, payments made in the wrong amounts, or failure to provide benefits to eligible
clients.  As a result of the exceptions noted previously, questioned costs total $91,057.

Management should require all employees to adhere to federal and state regulations
and established procedures in the administration of the TANF program.  Management
should monitor implementation of corrective procedures to ensure internal controls are in
place and working as intended.  Management concurred in part or did not concur with
portions of the finding that related to a lack of monitoring TANF Initiative partners,
unreasonable transportation costs, and monitoring MOE expenditures.  However,
management did concur with the remaining issues noted in the finding and provided a
corrective action plan (see Appendix A, pages 7-9).
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Additional Comments:  OMB Circular A-133 requires the pass-through entity to monitor
subrecipient activities to provide reasonable assurance that the subrecipient administers
federal awards in compliance with federal requirements.  Also, since DSS is ultimately
responsible for ensuring accurate federal reporting, procedures should be established to
verify that all expenditures are allowable.

Audit procedures performed on Caldwell Parish Council on Aging billing forms and log
sheets indicated that the actual number of one-way trips for the seventeen-month period
was 1,541.  During this period, Caldwell Parish Council on Aging was paid $26,180 or
$16.99 per trip.  DSS made an assumption that clients are served for approximately
twenty days per month.  However, this is not always the case.  For instance,
documentation for the May 2002 invoice of $1,540 only supported five days and 13 one-
way trips ($118.46 per trip).  Audit procedures performed on Bestway Medical
Transportation could not determine the number of one-way trips because of lack of
adequate documentation, as documentation did not indicate return trips or odometer
readings and disclosed inaccurate service units.

Fraudulent Transactions in TANF

The director of the Find Work Program, Laura Pease, violated DSS policies, which led to
fraudulent charges to the TANF program (CFDA 93.558) as well as payroll errors.  The
DSS LaCarte Purchasing Card Program Procedures Manual assigns division directors
responsibilities that include review and approval of all information and documentation for
purchases and the verification that purchases are for official state business and comply
with appropriate rules and regulations.  The manual also requires that directors approve
purchase transactions input to the Integrated Statewide Information System (ISIS).  In
addition, DSS Computer Security Policy 5-3 prohibits the sharing of passwords
regardless of the circumstances.

Based upon review of work performed by the DSS Fraud and Recovery Section and
interviews with agency personnel, the following issues were identified:

•  The director of the Find Work Program provided her approval user ID and
password to an administrative secretary, Juaquine Pugh, who used this
capability to charge $2,013 in fraudulent purchases to the TANF program.
With the ability to purchase, enter the purchase in ISIS, and approve the
purchase, the employee purchased personal items that included
groceries, cosmetics, electronics, and vacuum cleaners.

•  We understand that the director was unaware of her responsibilities
relating to LaCarte purchases, including that Bank of America sent a
monthly statement to the individual cardholder, that the purchasing log
should have been reconciled to the bank statement, that the purchasing
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log and all supporting receipts should be reviewed by the director, and
that the director should sign the purchasing log.

Since Juaquine Pugh was also a timekeeper, audit procedures were also performed on
her time records:

•  In eight of the 13 pay periods reviewed, the employee was credited with
overtime totaling 21.5 hours but had no overtime approval forms for six of
the pay periods and unapproved forms for the other two pay periods.  In
addition, on one occasion the employee’s time sheet had 23.5 hours of
leave, her approved leave slips totaled five hours, and the payroll system
indicated eight hours of leave.  Although the director noted that she
reviews the Time Entry Audit Report, her review must not include
comparing the Time Entry Audit Report to the time sheet information or
supporting documentation such as leave slips and overtime forms.

•  None of the 13 Time Entry Audit Reports reviewed had the signature and
date of the person reconciling the data.  Departmental policy requires that
each pay period the Time Entry Audit Report is reconciled to the Time
Entry Sign-in sheets and supporting documentation such as leave slips
and overtime forms and that the signature and title of the person
reconciling the report and the date reconciled must be affixed to this form.

The director violated department policy by providing her ISIS password and user ID to
another employee and by not reviewing and verifying that acceptable documentation
existed for LaCarte purchases.  In addition, the director did not perform a detailed
comparison between the Time Entry Sign-in sheets and the Time Entry Audit Report to
identify errors or lack of supporting documentation.  As a result, an employee was able
to charge $2,013 in fraudulent purchases to the TANF program.  Also, this same
employee was able to earn overtime without proper approval and may have falsified
payroll data.

Management should ensure that supervisors comply with departmental policies that
(1) prohibit the sharing of passwords and user IDs; (2) require the review and verification
of LaCarte purchases; and (3) require the reconciliation of Time Entry Sign-in sheets and
supporting documentation to the Time Entry Audit Report.  Management concurred with
the finding and recommendations and outlined plans of corrective action (see Appendix
A, pages 10-11).
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Noncompliance With Federal Property Regulations

DSS does not have internal controls over movable property acquired in whole or in part
with federal funds and therefore is in violation of federal regulations.  The federal
departments of Agriculture [7 CFR 3016.32(d)(e)], Education [34 CFR 80.32(d)(e)], and
Health and Human Services [45 CFR 92.32(d)(e)] require the following relating to
equipment:

•  Property records must be maintained that include a description of the
property, a serial number or other identification number, the source of
property, who holds title, the acquisition date, and cost of the property,
percentage of federal participation in the cost of the property, the
location, use and condition of the property, and any ultimate disposition
data including the date of disposal and sale price of the property.

•  A control system must be developed to ensure adequate safeguards to
prevent loss, damage, or theft of the property.

•  For items of equipment with a current per-unit fair market value over
$5,000, the awarding agency shall have a right to an amount calculated
by multiplying the current market value or proceeds from sale by the
awarding agency’s share of the equipment.

Audit procedures performed regarding property acquired with federal funds disclosed the
following:

Office of Community Services (OCS)

•  Of the 15 items tested that were acquired with federal funds, none had
the federal participation noted in the Louisiana Property Assistance
Agency (LPAA) system.  All 15 items were eventually transferred, but only
three BF-11s (LPAA form used to transfer/disposed items) noted the
federal participation.  However, the agency could not support the federal
percentage noted on the three BF-11s.

•  Without properly identifying the federal participation at the time of
acquisition or on a BF-11, numerous movable property items have lost
their federal designation.  During fiscal year 2002, OCS transferred
approximately $7 million of its $15 million of movable property.  Six million
dollars was transferred to the Office of the Secretary (OS) to consolidate
the DSS Information Technology function while $1 million went to LPAA
as surplus property.  The property control manager noted that she did not
know she was required to identify federal property and did not know the
percentage of federal funds used to acquire property.
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Office of Family Support

•  Although the agency noted the federal participation for all three items
tested, all items were eventually transferred to OS without indicating
federal participation on the BF-11s.

•  The property control manager was not including the federal participation
on the BF-11s that transferred items to OS, but she did identify the
federal participation on BF-11s that transferred items to LPAA.  During
fiscal year 2002, approximately $300,000 of movable property was
transferred to OS.

Louisiana Rehabilitation Services (LRS)

•  Of the three items tested that were acquired with federal funds, none had
the federal participation noted in the LPAA system.  However, the BF-11s
associated with these items had the federal percentage properly
documented.

•  The property control manager noted that since all LRS property is
acquired with federal funds no identification is noted in the LPAA system.

Office of the Secretary

•  Of the 21 items tested, 15 items were transferred to OS; however, since
no federal designation was included on the BF-11s, OS did not record the
property in LPAA as federal when accepting the property.  Also, OS
surplused four of the items without indicating that the property was
partially federal.  None of the items were sold for more than $5,000.

Departmental personnel responsible for tracking movable property failed to adhere to
federal regulations regarding equipment acquired in whole or in part with federal funds.
Failure to establish and maintain controls over property increases the risk that errors
and/or fraud could occur and remain undetected.  In addition, because of the
consolidation of the DSS Information Technology section, numerous items have been
transferred and have lost their federal designation, which is against federal regulations.
Since the property has lost its federal designation, the department cannot ensure that
property will be disposed according to federal regulations.

Management should ensure that all property acquired in whole or in part with federal
funds is identified by documenting the percentage of federal participation in the LPAA
system and maintaining the federal identity of the property until disposed.  In addition,
the department should ensure department personnel are fully aware of the federal
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property regulations.  Management concurred with the finding and recommendations
and outlined a corrective action plan (see Appendix A, page 12).

Noncompliance With State’s Movable
  Property Regulations

DSS does not have adequate internal control over movable property and may be in
violation of movable property laws and regulations.  The department has approximately
$51.6 million in movable property as of June 30, 2002.  Good internal control requires
that adequate control procedures be in place to ensure that (1) the acquisition, valuation,
and disposition of movable property is accurately reflected in the accounting records;
(2) property is safeguarded against loss; (3) movement of items from one location to
another is properly recorded; and (4) errors in processing transactions are recognized
and corrected in a timely manner.  Furthermore, R.S. 39:324(B) and 39:325 and
Louisiana Administrative Code Title 34 Part VII Section 307(A) and Section 313(A)
require the following:

1. Property managers are required to update the master inventory listing on
a monthly basis by submitting all property transactions to the
commissioner of administration.

2. Upon completion of the annual inventory, each property manager is
required to submit a certified report to the commissioner containing all
exceptions or discrepancies found when comparing the results of the
physical inventory to the perpetual inventory records.

3. Acquisitions are tagged and information is forwarded to LPAA within 45
days after receipt of these items.  In a May 14, 2002, LPAA memo to
state property managers, the required 45 days to tag and forward all
pertinent information to LPAA was changed to 60 calendar days.

4. Property managers are required to take a complete physical inventory of
all property at least once each fiscal year and record the true and actual
results of the physical inventory.

Tests of movable property transactions and controls identified the following deficiencies:

•  As of August 19, 2002, movable property (285 items) totaling $921,432
was not reported on LPAA records.  OCS transferred ownership of
computer equipment to the OS.  The OS property manager signed the
BF-11 accepting the property without physically locating and re-tagging
the property with an OS property tag.  The items were deleted from OCS
master file inventory listing from 221 to 272 days prior to June 30, 2002.
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•  The OS property control manager quit accepting the property by
signing the BF-11 upon receipt and only accepted the property
once it was located and re-tagged.  As a result, there are
numerous BF-11s that LPAA has approved to be transferred but
have not yet been accepted by OS.

•  The accuracy and completeness of the OCS annual physical inventory
and annual certification is doubtful because of the following:

•  The OCS property control manager did not verify existence before
transferring ownership of all computer equipment to OS.  The
OCS property control manager prepared a BF-11 to transfer all
computer equipment listed on the Master File Inventory Listing
(except for the Orleans Region office, the Orleans Parish office,
and the Jefferson Region office) to OS before the annual physical
inventory was completed.

•  A physical inventory was not performed on one property location
that had 292 items totaling approximately $1.1 million.

•  Computer equipment totaling approximately $339,000 (over 100
items) could not be verified as being located by the property
liaisons during the annual physical inventory.  However, the items
were not reported to LPAA as being unlocated.  Since BF-11s had
already been prepared to transfer the property, there is an
increased risk that unlocated property was transferred to OS.

•  The OCS property control manager erroneously identified three
pieces of property totaling $10,590 as unlocated in 2002.
However, these items were transferred and re-tagged by OS.

•  Monthly reconciliations between department records and LPAA records
were not properly performed to ensure accurate movable property
records.

•  The property control managers for LRS and OCS are not
reconciling LPAA monthly property reports to departmental
records.  The OFS property control manager only reconciles
acquisitions.

•  As of July 2002, the property control manager for OS is about four
months behind reconciling the LPAA reports to property records.
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•  Eight of 12 (67%) tested acquisitions for OCS were not tagged and added
to the inventory system until 63 to 917 days after receipt of the property.

•  OCS, OS, and OFS are not reconciling the MV-3 Update Report, which
lists vehicle information entered into LPAA, to ensure that fleet records
are properly updated.  In addition, LRS and OCS have not notified LPAA
that the contact person for fleet management has changed.  LPAA
delivers reports and other information to the contact person for each
agency.

These deficiencies occurred because agency personnel responsible for movable
property did not exercise sufficient due care in performing their duties and management
failed to emphasis the importance of maintaining adequate internal control over movable
property and movable property records.  Failure to maintain adequate internal control
over property increases the risk that errors and/or fraud could occur and remain
undetected.  In addition, the department may be subjected to provisions of R.S.
39:326(D), which provides the commissioner with the authority to invoke sanctions upon
an agency that is in noncompliance with movable property regulations, including the
restriction of property acquisitions by that agency.

Management should take the necessary measures to ensure that the department
maintains adequate internal control and accurate records over movable property to
comply with state movable property regulations as prescribed by the commissioner of
administration and Louisiana Law.  Management concurred with the finding and
recommendation and outlined a corrective action plan (see Appendix A, pages 13-14).

Subrecipient Monitoring - Noncompliance With
  Federal and State Regulations

DSS did not comply with certain federal and state regulations in its monitoring of federal
subrecipients and state contractors.  OMB Circular A-133 Section 400(d) requires the
pass-through entity identify for the awards it makes to subrecipients the CFDA title and
number, the award name and number, and the award year and advise the subrecipient
of requirements imposed on them by federal laws, regulations, and the provisions of
contract or grant agreements.  The circular also requires the pass-through entity to
monitor the activities of subrecipients and ensure that each subrecipient expending
federal pass-through funds totaling $300,000 or more has an annual audit.  Department
policy, established in accordance with Louisiana Administrative Code 34:V:134, requires
state contractors that receive $100,000 or more in state funds to have a financial and
compliance audit performed in accordance with Government Auditing Standards.
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Audit procedures performed on the department’s monitoring function disclosed the
following:

•  For the fifth consecutive year, the department did not ensure that the
federal award information and applicable compliance requirements were
provided to the subrecipient.  A test of 25 contracts disclosed that 12
contracts (48%) did not include the CFDA program name, 4 contracts
(16%) did not include the CFDA program number, and 25 contracts
(100%) did not advise the subrecipients of the requirements imposed by
laws, regulations, and the provisions of contract or grant agreements.

•  As of September 2002, the department failed to designate 85 contracts
with fiscal 2002 payments as vendor or subrecipient.  Seven contracts
were later determined to be subrecipients.  Timely designation is
necessary to ensure proper monitoring and reporting.

•  For four (20%) of 20 entities identified as subrecipients, the department
could not provide the audit reports for three federal subrecipients and one
state contractor.

•  For the third consecutive year, the department did not comply with R.S.
39:1500, which requires a state agency to file a final report with the Office
of Contractual Review within 60 days of the completion of a professional,
consulting, or social service contract.  A review of 30 contracts disclosed
that 20 final evaluation reports (67%) were not submitted within 60 days.
Although contract end dates were March 31, 2002 and June 30, 2002,
nineteen reports had not been provided to the Office of Contractual
Review as of October 8, 2002.  The remaining report was 130 days late.

•  Eighteen of the 20 entities that have delinquent final reports have
entered into contracts with the department totaling over $12
million.  This is a violation of R.S. 39:1500(D), which states that
“no contract shall be entered into by a using agency with any
contractor for which a delinquent final evaluation report remains
outstanding for a contract with such using agency.”

The department has not implemented the necessary controls to ensure compliance with
OMB Circular A-133 and the revised statute.  Failure to ensure federal subrecipients and
state contractors receive federal program information and requirements, receive audits,
and are properly monitored increases the risk of noncompliance with applicable program
regulations.  In addition, failure to comply with the revised statute denies the Office of
Contractual Review timely information on contract performance.
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Management should ensure monitoring procedures are establish to comply with OMB
Circular A-133 requirements and that final reports are filed with the Office of Contractual
Review pursuant to R.S. 39:1500.  Management concurred in part with the finding but
provides a corrective action plan for each issue (see Appendix A, pages 15-17).

Temporary Assistance for Needy Families Program:
  Inaccurate Reporting

DSS does not have adequate control procedures to ensure federal reports for the TANF
Program (CFDA 93.558) are accurate, complete, and in compliance with program
regulations.  45 CFR 265.7 requires that reports must be complete and accurate and
filed by the due date.  A complete and accurate report means that the reported data
accurately reflects information available to the state in the case records, financial
records, and automated data systems; the data are free from computational error and
are internally consistent; and the state reports data for all required elements.

Audit procedures included tests of the TANF ACF-196 Financial Report for the quarter
ending June 30, 2002, the Federal Cash Transactions Report (PMS-272) for each
quarter in state fiscal year 2002, and the Annual Report on State Maintenance-of-Effort
Program (ACF-204) for federal fiscal year 2001.  These procedures disclosed the
following deficiencies:

TANF ACF-196 Financial Report

For the second consecutive year, DSS erroneously included administration cost
as program cost.  In addition, certain program expenditures were included in the
state’s maintenance of effort (MOE) that was unallowable.  As a result, the
following errors were identified:

•  For the 2002 federal grant award, the state MOE program costs
were overstated by $128,824 while the state MOE administration
costs, federal administration costs, and federal program cost were
understated by $120, $73,006, and $55,698, respectively.

•  For the 2001 federal grant award, the state MOE program costs
and federal program costs were overstated by $550,694 and
$893,883, respectively, while the state MOE administration costs
and federal administration costs were understated by $415,064
and $1,029,513, respectively.

•  For the 2000 federal grant award, the federal program costs were
overstated and the federal administration costs were understated
by $370,997.
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Federal Cash Transactions Report (PMS-272)

DSS failed to properly reconcile the PMS-272 reports to the final TANF ACF-196
Financial reports and did not accurately reflect Child Care expenditures from
TANF transfers in the PMS-272 report.  As a result, the following errors were
identified:

•  For the 2001 federal grant award, disbursements were overstated
by $3,301,013 for the quarters ending September 30, 2001, and
December 31, 2001, and understated by $4,653,264 and
$30,400,263 for quarters ending March 31, 2002, and June 30,
2002, respectively.

•  For the 2000 federal grant award, disbursements were
understated by $4,126,985 for the quarters ending September 30,
2001, and December 31, 2001, and overstated by $4,653,264 and
$30,400,263 for quarters ending March 31, 2002, and June 30,
2002, respectively.

Annual Report on State Maintenance-of-Effort (MOE) Program (ACF-204)

DSS included expenditures for the Teen Pregnancy Prevention program and the
Father Initiative program as a part of state’s MOE.  However, these programs do
not meet the income and resource standards pursuant to 45 CFR 263.2 and
cannot be funded by state MOE.  As a result, state MOE expenditures for the
Family Independence Temporary Assistance Program and Family Independence
Work Program were overstated by $576,471 and $1,175,623, respectively.

DSS has not placed sufficient emphasis on the preparation and review of federal reports
for completeness, accuracy, and compliance with program regulations.  Failure to
prepare and submit accurate federal reports places the department in noncompliance
with program regulations and increases the risk that penalties will be assessed by the
federal grantor agency.

Management should establish procedures to ensure that federal reports are prepared in
accordance with program requirements and are properly reviewed before submission to
the federal grantor agency.  Management concurred with the finding and outlined a
corrective action plan (see Appendix A, page 18).



LEGISLATIVE AUDITOR

DEPARTMENT OF SOCIAL SERVICES
STATE OF LOUISIANA
Management Letter, Dated February 27, 2003
Page 17

Vocational Rehabilitation:  Noncompliance
  With Federal Requirements

DSS, LRS did not comply with certain federal requirements for administering the
Rehabilitation Services - Vocational Rehabilitation Grants to States Program (CFDA
84.126).  Rehabilitation Services Administration (RSA) Policy Directive (01-01) dated
October 26, 2000, states, “Program income may be obligated in the year in which it is
received or in the subsequent year (the carry-over year), whether or not Federal funds
have been carried over during that same time period.  However, by the close of the
carryover year, the carried-over program income must be either deducted from total
outlays to be claimed under the formula grant for the fiscal year that generated the
income or obligated for additional program expenditures, whichever alternative applies.”
Also, 34 CFR 80.20 requires federal award reports to be accurate, current, and disclose
the complete financial results in accordance with financial reporting requirements of the
grant.

Period of Availability - Program Income

Although an annual average of $1.6 million in program income has been received over
the past three federal fiscal years, LRS could not provide documentation to support
compliance with the period of availability requirements relating to program income.

Federal Financial Reporting

A review of four Financial Status Reports (SF-269) and one Program Cost Report (RSA-
2) disclosed the following:

•  On the SF-269 for the 2001 grant award report at September 30, 2001,
unliquidated obligations were overstated by $6.7 million.  Audit
procedures determined that there was insufficient support for the reported
$10.8 million of unliquidated obligations.  LRS personnel submitted a
revised report after being notified of the error.

•  On the SF-269 for the 2002 grant award report at March 31, 2002,
unliquidated obligations were understated by $134,991, and program
income was overstated by $150,894.  LRS personnel submitted a revised
report adjusting the unliquidated obligation amount after being notified of
the error.

•  On the RSA-2 for federal fiscal year 2001, expenditures were overstated
by approximately $2.8 million.  Schedule I of the report included
expenditures through December 31, 2001, when the federal fiscal year
ended on September 30, 2001, program income was misstated, and the
schedule excluded some minor expenditure amounts.  In addition,
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Schedule II of the report excluded expenditures of $925,838 relating to
books, supplies, and training.

Noncompliance with federal program requirements may subject the department to
reduced federal funding, penalties, or disallowed cost that must be funded with state
funds.  In addition, failure to prepare and submit accurate financial reports increases the
risk that future grant payments and/or awards to the department will be based on
erroneous information.

Management should ensure that compliance with period of availability requirements
relating to program income is properly supported and documented and that written
procedures are established to ensure reports are accurately prepared and properly
reviewed before submission to the federal funding agency.  Management concurred with
the finding and recommendations and outlined plans of corrective action (see Appendix
A, pages 19-20).

Foster Care:  Insufficient Reimbursements
  From Child Support Collections

For the second consecutive year, DSS, OCS did not distribute all child support payments
received on behalf of children in the foster care program in accordance with federal
regulations.  The Office of Family Support, Support Enforcement Services, transfers to
OCS any collections of child support for children that are/were in foster care.  U.S. Code,
Title 42, Section 657 requires a state to retain, after specified distributions, child support
collections received on behalf of a child for whom the state made foster care
maintenance payments.  The collections can be used to reimburse the state and federal
governments for their share of maintenance expenditures made on behalf of the foster
child.  Maintenance expenditures represent a variety of expenditures relating to the care
of a foster child including, but not limited to, payments to foster parents, clothes, doctor
visits, et cetera.

In a review of 375 children for whom child support collections were received during
May 2002, audit procedures were performed on 194 children (52%) that had revenue
balances (unallocated child support receipts) totaling $71,878.  OCS manually allocated
$9,584 for 43 children leaving $62,294 in revenue balances for 151 children.  Of the
remaining 151 children, 148 children (98%) had expenditures in previous months that
were not considered by OCS for allocation to the appropriate federal program.  Although
the other three children had no maintenance expenditures, they had been referred to the
Department of Corrections, Office of Youth Development, and any collections should
have been remitted to that office.

OCS had no procedures to identify unreimbursed foster care maintenance expenditures
from prior months and insufficient procedures to ensure child support collections are
properly reimbursed to the state and federal government programs for those
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expenditures.  As a result, OCS allowed a total of $95,024 of child support collections to
revert to the state General Fund during fiscal year 2002.  Based on the audit procedures
performed, these funds should have been used to reimburse federal programs for
expenditures that support the foster care program.  Federal programs affected may
include the Foster Care IV-E program (CFDA 93.658), Child Welfare Services - State
Grants (CFDA 93.645, Title IV-B), and Social Services Block Grant (CFDA 93.667).
Total questioned costs for these programs are $95,024.

Management should establish procedures to ensure that child support collections
received on behalf of foster care children are used to fully reimburse the federal
programs that participated in financing the maintenance expenditures for those children.
Management concurred in part with the finding noting that no federal reimbursement is
due to the Child Welfare Services - State Grants (IV-B) and the Social Services Block
Grant (see Appendix A, pages 21-24).

Additional Comments:  During fiscal year 2002, the department allocated approxi-
mately $174,000 in child support collections to the Foster Care IV-B program.  Audit
procedures performed on the OCS Statement of Expenditures and supporting
documentation confirmed that grant funds (Child Welfare Services - State Grants and
Social Services Block Grant) were used for foster care maintenance expenditures.

Failure to Disclose Related Party Transactions

DSS did not disclose the existence of contracts with Dryades YMCA (Dryades) as
related party transactions in the Annual Fiscal Report (AFR) of the OFS, and a DSS
deputy assistant secretary may have violated R.S. 42:1113(A).  The Office of Statewide
Reporting and Accounting Policy (OSRAP) requires related party transactions to be
disclosed in the agency’s AFR.  In addition, R.S. 42:1113(A) states in part that no public
servant, . . . , or member of such a public servant’s immediate family, or legal entity in
which he has a controlling interest shall bid on or enter into any contract, subcontract, or
other transaction that is under the supervision or jurisdiction of the agency of such public
servant.

Audit procedures performed regarding related party transactions disclosed the following:

•  The Deputy Assistant Secretary of OFS, Mary Joseph, is a member of the
board of directors of Dryades.

•  OFS had two contracts with Dryades during fiscal year (FY) 2002
and two contracts that started in FY 2003.  The total base contract
amount for the four contracts is $1,481,133, and as of September
2002, payments on these contracts total $347,025.
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•  The Department of Education (DOE) has two TANF contracts with
Dryades.  OFS oversees the TANF program, and the DOE is an
OFS subrecipient.  The total base contract amount for the two
contracts is $214,274, and as of September 2002, payments on
these contracts total $199,576.

Management does not have the proper procedures in place to identify related party
transactions within the department.  Failure to properly disclose the related party
transactions is not compliant with OSRAP’s requirements for financial statement
disclosure and the transactions may be in noncompliance with R.S. 42:1113(A).

The department should place more emphasis on properly reporting related party
transactions in the AFR and should consider obtaining an opinion from the Board of
Ethics regarding these transactions.  Management partially concurred with the finding
noting that this issue was addressed in Ethics Advisory Opinion 1999-870 (see
Appendix A, page 25).

Additional Comments:  Ethics Advisory Opinion 1999-870 was issued based on
information that is no longer current.  Ms. Joseph has become the Deputy Assistant
Secretary of OFS, which oversees the six contracts noted above.  Management should
seek a new ethics advisory opinion based on the current relationship.

Child Support Escrow Fund Not Reconciled

For the third consecutive year, DSS is not reconciling the Child Support (Title IV-D)
Escrow Fund to the client accounts on a periodic basis.  Good internal control includes
periodic reconciliations of cash accounts (such as the Title IV-D Escrow Fund) to
subsidiary records (such as the client accounts).  A proper reconciliation provides
management with a basis to ensure that errors and/or fraud are detected in a timely
manner and that accounting data are both accurate and reliable.

The Title IV-D Escrow Fund is the clearing account that is used to process child support
receipts and payments.  Child support receipts from non-custodial parents are deposited
into the fund and credited to the accounts of custodial parents.  Distributions are then
made to the custodial parents and/or to the state General Fund, depending on the status
of each parent’s account.  During fiscal year ended June 30, 2002, total additions and
deletions of the escrow fund were $278 million or approximately $23.2 million monthly.
The balance in the account at June 30, 2002, is approximately $2.6 million.

Failure to reconcile the Title IV-D Escrow Fund cash to subsidiary client accounts could
lead to the misuse of funds and increases the risk that fraud and/or computer
programming or operating errors could occur and not be detected in a timely manner.  A
reconciliation would detect errors such as undistributed amounts payable to custodial
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parents, undistributed amounts payable to the state General Fund, and failure to post a
receipt to a client account.

Management should require monthly reconciliations of the Title IV-D Escrow Fund to the
client accounts to ensure that the accounting records are both accurate and reliable and
that child support receipts and related distributions to both the state and custodial
parents have been appropriately recorded.  Management concurred with the finding and
recommendation and outlined a plan of corrective action (see Appendix A, page 26).

Access to Property and Payroll System
  Not Properly Restricted

DSS does not have sufficient user access controls for the LPAA system that records the
movable property information for the state.  In addition, several weaknesses were noted
in user access to the state’s payroll system (ISIS/HR).  Good internal control would
provide that employees are permitted business-need-only access to data files and
functions necessary to perform their duties, the timely deletion of user ID codes, and
user IDs and passwords should not be shared with other employees.  Also, the DSS
Computer Security Policy (5-3) prohibits the sharing of passwords regardless of the
circumstances.

Audit procedures performed on LPAA system access disclosed the following weak-
nesses:

•  Eight of 26 (31%) employees tested were no longer employed by the DSS
for periods of up to 52 months.

•  Of the 18 employees still employed, six (33%) employees tested
did not have a legitimate business need for the level of access
granted.  Three of the six had transferred to other agencies within
DSS for periods of up to 49 months.

•  Eight of 167 (4.8%) employees with LPAA access have two active user
IDs.

•  Five employees were sharing user IDs and passwords.

•  One employee, who does not have a user ID, was using one of
the two user IDs assigned to the employee’s supervisor, with the
knowledge and approval of the supervisor.

•  Two employees were allowing an employee to use their user ID to
enter fleet management information even though the employee
had a user ID.
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Audit procedures performed on the payroll system access disclosed the following
weaknesses:

•  An IT Application Project Leader has Organization Structure access to all
agencies.  Organization Structure allows the user to add new positions
and change/add/delete cost centers.  Agency personnel noted that the
access was necessary during the beginning stages of ISIS/HR, but
currently is unnecessary.  However, good internal control usually restricts
IT personnel access or grants very limited access to the production
environment (i.e., ISIS/HR).

•  An OFS parish manager had numerous access capabilities including the
ability to change personnel file information, change benefit information,
change salary amounts and all other payroll information, enter merit
increases, and complete retroactive calculations.

•  Three OS Human Resource managers have Organization Structure
access to all agencies.

•  An OFS Administrative Secretary and two OFS Office Coordinators have
the ability to enter merit increases.

The employees responsible for the issuance and deletion of user IDs neglected to
review User ID or Separation reports, delete duplicate user IDs, delete user IDs for
terminated or transferred employees in a timely manner, or determine if the type of
access was necessary.  Also, while DSS has an ISIS Program Policy (Policy 1-13)
regarding access controls, this policy does not address access to the LPAA system.
Failure to establish and follow control procedures for on-line data processing systems
could result in the loss of data and the failure to prevent or detect errors or fraud in
transactions.

Management should (1) develop and implement LPAA system access policies;
(2) restrict employee access to on-line data systems to employees with a business-
need-only basis; and (3) immediately delete user ID codes upon the termination and/or
transfer of employees.  Management concurred with the finding and recommendations
and outlined plans of corrective action (see Appendix A, pages 27-28).

Control Weaknesses Over Time and Attendance Data

DSS did not consistently follow state or departmental control procedures relating to time
and attendance data.  DSS Policy 4-2, Time and Attendance, requires that for each pay
period the Time Entry Audit Report (ZT02) is to be reconciled to the Time Entry Sign-in
sheets and supporting documentation, such as leave slips and overtime forms.  The
signature and title of the person reconciling the report and the date reconciled must be
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affixed to this form.  In addition, the policy requires that supervisors immediately sign
and date DSS Report of Overtime Worked Forms.  Also, Civil Service Rules Chapter
15.2 states, in part, “The appointing authority or his agent designated for this purpose
shall certify on each payroll or subsidiary documents the fact of the actual rendering of
service in the position, the actual number of hours of attendance on duty, and the
number of hours of absence from duty.

DSS Bureau of Audit Services issued five audit reports during fiscal year 2002 relating to
time and attendance controls.  Among the weaknesses noted by the audits were:

•  The Time Entry Audit Reports were not audited, signed, and dated by the
approving authority or designee.

•  Authorization of Overtime Worked Forms were not found or not signed by
the approving authority.

Audit procedures performed during the financial audit supported the findings of the DSS
Bureau of Audit Services and disclosed the following:

•  Four of the nine offices tested were not properly reconciling the Time
Entry Audit Report to the Time Entry Sign-in sheets and supporting
documentation, and/or the reports did not include the signature and title of
the person reconciling the report and the date reconciled.

•  Nine (11.1%) of 81 overtime forms tested could not be provided by the
department.  Four of these exceptions related to a Family Support
Program Director.

Although time and attendance control procedures are established, departmental
personnel are either unaware of the policies or are choosing not to follow them.  Failure
to comply with state and departmental policies relating to time and attendance controls
could result in the failure to prevent or detect errors or fraud in payroll transactions.

DSS management should ensure supervisors comply with state and departmental
policies relating to the certification of time and attendance data.  Management concurred
with the finding and recommendation and outlined a corrective action plan (see
Appendix A, page 29).
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The recommendations in this report represent, in our judgment, those most likely to bring about
beneficial improvements to the operations of the department.  The varying nature of the
recommendations, their implementation costs, and their potential impact on the operations of
the department should be considered in reaching decisions on courses of action.  Findings
relating to the department’s compliance with applicable laws and regulations should be
addressed immediately by management.

This letter is intended for the information and use of the department and its management and is
not intended to be and should not be used by anyone other than these specified parties.  Under
Louisiana Revised Statute 24:513, this letter is a public document, and it has been distributed to
appropriate public officials.

Respectfully submitted,

Grover C. Austin, CPA
First Assistant Legislative Auditor

DLB:EFS:RCL:dl

[DSS02]



Appendix A

Management’s Corrective Action
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